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Coordinating the Company Pension Plan with the 
Amended Social Security Act 


1939 published a study of company pension plans 

which was based upon information secured from 
220 companies with active formal pension plans.! The 
primary objective of this survey was to discover how 
the provisions of these private pension plans were 
dovetailed with the provisions of the old-age benefit 
section of the Social Security Act and, in general, to 
determine the influence of this social legislation upon 
these retirement benefit programs. The information 
forming the basis of this study was collected prior to 
the revision of the Act, and hence the study was in large 
measure confined to a discussion of the companies’ 
adjustments of their pension programs to the provisions 
of the original law. 

Because the whole conception of government old-age 
pensions was revised in the amended Act, THE Con- 
FERENCE Boarp considered it advisable to reexamine 
the pension policies of companies included in the 1939 
study to discover what changes, if any, had been made 
in the plans as a result of enactment of amendments 
to the Act. It also undertook to analyze plans adopted 
since the time of the amendment, August, 1939, in order 
to determine whether any new trends had developed. 
Information was received on the status of practically 
every plan included in the former study. 

This article is confined to a discussion of changes in 
the private pension plans and recent developments in 
such programs which are directly traceable to the revi- 


-1Tue Conrerence Boarp, Studies in Personnel Policy, No. 16, 
“Company Pension Plans and the Social Security Act,” New York, 
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sions in the old-age benefit provisions of the Social 
Security Act. Details of pension plans are mentioned 
only incidentally to indicate how changes have been 
effected, as complete descriptions of the various types of 
pension plans have already appeared in the -previous 
study. 

As a supplement to this discussion, the texts of a 
number of self-administered and group-annuity plans 
recently established will be reproduced in a Management 
Research Memorandum soon to be released, which will 
also include an analysis of the main provisions of most 
of the new plans discussed in the present article. 


Tue Revisep SoctaL Security Act 


The most important revision of the original Social 
Security Act was the change in formula for computing 
the old-age pensions. The benefits for present older 
workers were liberalized by basing the pension upon 
average earnings instead of total earnings since Janu- 
ary 1, 1937. Eventually this policy will result in sub- 
stantially reducing the federal benefits for individuals 
without dependents, as it was the intention of the 
framers of the law to divert part of the funds to the 
payment of benefits to certain dependents and sur- 
vivors. The law stresses social adequacy rather than 
individual equity, in that it recognizes the family as 
the important unit, rather than the individual bread- 
winner. 

The formula of the new law for calculating the 
monthly pension payable to a worker without depend- 
ents, known as the primary benefit, is as follows: 


No part of this publication may be quoted, copied, reprinted, or reproduced without specific written permission of THE CONFERENCE BOARD 


53 


ee Eee 


54 THE CONFERENCE BOARD 


May, 1940 


ee 


(a) 40% of the first $50.00 of average monthly 
earnings, plus 

(b) 10% of the next $200.00, plus 

(c) 1% of the sum of (a) and (b) multiplied by the 
number of years in. which taxable wages 
totaled more than $200 

Maximum pension, $85 per month 


Maximum earnings on which pension is computed, 
$3,000 per year 


If this formula is translated into percentages of earn- 
ings payable to workers at different income levels, as 
shown in Table 1, it is evident that the federal benefit, 
expressed as a percentage of average earnings, decreases 
sharply as income increases. In this table it is assumed 
that the employee earned the same income throughout 
his working life and was continuously employed from 
age twenty to age sixty-five.! 


TaBLe 1: Proportion or Earnincs Pap As FEDERAL 
BENEFIT FOR PARTICIPATION FOR Forty-Five YEARS 


Federal Benefits Expressed as Per Cent of 
Average Annual Earnings 


Average Under 1939 Act! Under 1935 Act 
aes 
arnings Per Cent per Per Cent 
Ee Year of Par- OES Year of ee 
eusion ticipation GAEL ticipation 
S50 eee 58.0 1.29 70.0 156 
LOO Bacon 36.2 .80 EXR// L@) 
1S$0% cs 29.0 -64 43.0 -96 
PANU RR rchac 25.4 .56 38.0 85 
250m aust PESP? 5ey) 34.0 -76 


1Primary benefit. 


For a qualified worker without dependents, earning 
between $100 and $150 per month, the federal benefit 
will be equivalent to approximately 0.7% of his average 
earnings for each year of participation throughout his 
working life. The final benefit will represent from 29.0% 
to 36.2% of average earnings. Inasmuch as final pay is 
usually higher than earnings averaged over a lifetime, 
the revised federal benefit will provide from 20% to 
25% of final pay. 

It is generally recognized that a pension to be socially 
adequate should represent approximately half of the 
average pay. The framers of the Act were conscious of 
the inadequacies of the federal benefit but considered 
the cost of providing a larger pension prohibitive. That 
many concerns believe the benefits under the Act to be 
insufficient for some classes of employees at least, is evi- 
dent from the continued interest in supplementary 
private pension plans. 

The adjustments in the companies’ pension programs 
to the new Social Security Act are discussed in the fol- 
lowing pages. Group-annuity plans and self-adminis- 


1H. Walter Forster, President, Towers, Perrin, Forster and Crosby, 
Inc., Address before the Financial Management Conference of 
American Management Association, January 25, 1940. 


tered plans are discussed separately because their 
approaches to the problem are quite different. 


Group-ANNUITY CONTRACTS 


Increasing emphasis has been placed upon the cre- 
ation of a supplemental group-annuity plan which is 
not so closely dovetailed with the Social Security Act. 
It is not considered a wise policy continually to change 
the group-annuity contract to take into account every 
revision in the Act, as this will tend to confuse the 
worker. Employers have, therefore, been reluctant to 
make revisions in group-annuity plans already in opera- 
tion. Of the 123 plans that definitely supplemented the 
original Social Security Act, included in the first study, 
only three have been radically revised because of the 
amendments. Even group-annuity plans which had 
been in force prior to the original Act and had not been 
adjusted to its provisions have not been revised to any 
appreciable extent. Of the forty-four plans in this 
group, thirty-six are reported as unchanged, four have 
adopted new plans, while three are contemplating revi- 
sion. One company reported that its employees ob- 
jected to any change because of their uncertainty 
regarding possible revisions in the Act. Only one of the 
169 group-annuity plans included in the previous study 
was reported to have been discontinued. 

Because so few changes have been made in the group- 
annuity plans in force prior to the amendment of the 
Social Security Act, we must look to the recently 
adopted plans for possible new trends in this type of 
pension plan. Thirty group-annuity contracts adopted 
since August, 1939, were received in connection with 
this study, of which nine were drastic revisions of plans 
previously in force. 


Types of Plans 


In the previous study of THE ConrerENcE Boarp, 
it was brought out that two distinctly different types of 
group-annuity plans had been developed by the insur- 
ance companies. Under the one type, known as the 
“definite benefit” or “unit purchase” plan, the amount 
of the annuity purchased and the employees’ contribu- 
tions are fixed, while the employing company’s contri- 
bution varies with the age and sex of the employee 
covered. Under the other type, known as the “money 
purchase” plan, the employer’s and the employee’s con- 
tributions are fixed, while the amount of annuity pur- 
chased yearly varies in predetermined ratio to the age 
and sex of the participants. Each type has its advan- 
tages and disadvantages.! The definite benefit plans 
have always been more numerous, in a ratio of about 
four to one. Of the thirty new plans studied, 25, or 
83%, are of this type. 

Group-annuity plans underwritten by insurance com- 


For a complete discussion of the subject, see THE CONFERENCE 
Boarb, op. cit., pp. 9-15. 
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panies are based on the principle of year-to-year pur- 
chase of annuities. These plans generally provide retire- 
ment benefits for service rendered prior to their adop- 
tion, which are known as past-service annuities, as well 
as benefits for service rendered after the plan became 
effective, which are known as future-service annuities. 
Future-service annuities are ordinarily financed by joint 
contributions of employer and employee, while past- 
service annuities are paid for entirely by the employer. 
The annuities at the time of retirement, therefore, repre- 
sent the accumulated units purchased yearly since the 
employee’s entrance into the plan, plus units purchased 
for each year of recognized past service. 


Definite Benefit Plans 


The yearly unit of annuity purchased in behalf of an 
employee under a definite benefit plan is determined by 
his earnings. Subscribing employees are ordinarily 
divided into income groups, and all within a specified 
wage classification make the same contributions and 
purchase the same amount of annuity yearly. The unit 
purchased can only be altered if the employee’s income 
changes sufficiently to bring him into another wage 
classification. These units of annuity, however, bear a 
definite relation to the employee’s earnings. 

The original Social Security Act, like the amendment, 
did not provide benefits on earnings in excess of $3,000 
per year. Therefore, most of the private plans adjusted 
for the original Act gave a proportionately larger retire- 
ment benefit on income in excess of this amount. It was 
brought out in the previous study that the largest single 
group of definite benefit plans included provided for a 
future service annuity of 0.67% of earnings on the first 
$3,000 and 114% on the excess, multiplied by years of 
participation, while the next largest group provided for 
an annuity of 1% of earnings on the first $3000 and 2% 
on the excess. Thus a combined annual retirement in- 
come of from 114% to 2% of average yearly income, 
multiplied by years of service, was to be furnished under 
the combined private and federal plans. It will be noted 
that for the purpose of computing the pension allow- 
ance, the original federal benefit was roughly estimated 
as 1% of the first $3,000 annual average earnings 
multiplied by years of service. 

Despite the fact that the federal method of computing 
old-age benefits has been drastically revised, it is sur- 
prising to find that there have been so few changes in 
the formulas for computing annuities under the private 
plans adjusted to the benefits of the revised Act. 
These new supplemental plans continue the policy of 
providing a larger annuity proportionately on income 
in excess of $3,000 on which no federal benefit is given. 
Table 2, which analyzes the pension formulas of these 
plans, indicates that the policy of providing a full 114% 
or 2% annuity on earnings in excess of $3,000 has been 
continued. 


re 


TaBLe 2: Unir or Annuities, Expressep as PER 

Cent or Earnincs, Provipep Unper DErInite- 

Benerir Group-Annuity PLans ApjusTED TO THE 
AMENDED SocrAL Security Act 


Companies 


Unit of Annuity Purchased, Expressed as Per Cent 
Number | Per Cent 


of Earnings, for Each Year of Participation 


Annuity equivalent to 144% of earnings in 
excess of $3,000 annually; for earnings up 


to $3,000, annuity equivalent to: 8 32.0 
Ist $600 none; next $2,400, 1% of earnings. 1 4.0 
Ist $900 none; next $2,100, 1% of earnings. 1 4.0 
O61 OL Carmings petit tio eee: 3 12.0 
OF7S9G.0! Carningssee) ees ket ae 1 4.0 
Loo otearnings eee ea es 1 4.0 
Difference between federal benefits and 114% 1 4.0 
Annuity equivalent to 2% of earnings in excess 
of $3,000; for earnings up to $3,000, annuity 
equivalent to: 16 64.0 
1st $600 none; next $2,400, 114% of earnings 3 12.0 
Ist $1,200, 1%; next $1,800, 114% of earnings 1 4.0 
LO MOA Ming siete teen er cane nen lla 44.0 
INonevont first $3,000" ee anratenLi ee 4.0 
Annuity equivalent to 40% of employees’ con- 
tributions throughout participation.........} 1 4.0 
Totals i) Vi eee es a 25 100.0 


aNine of these plans in public utilties and banks, 


It is in the wage classifications below $3,000 that the 
greatest changes in the pension formula have occurred. 
The federal pension on the first $600 annual income is 
now equivalent to 40% of earnings. Five of the new 
definite-benefit plans, therefore, exempt the first $600 of 
annual income or more in calculating annuities and con- 
tributions. The plan of the General Foods Corporation, 
for example, computes the future-service annuity as 
follows: on the first $600 annual income, none granted; 
on the next $2,400 annual earnings, 114% of earnings; 
on amounts in excess of $3,000, 2% of income for each 
year of participation. Two other group-annuity plans 
employ the same formula. The plan of another com- 
pany excludes earnings under $1,200 per year in figuring 
pensions, and provides for an annuity of 114% on the 
next $1,800 of income and 2% of earnings in excess of 
$3,000. The plan of a flour milling company, which ex- 
cludes the first $900 annual income, furnishes an annuity 
of 1% on the next $2,100 and 114% on the excess. 

Plans which are so closely correlated to the old-age 
benefit provisions of the amended Act are the exception 
rather than the rule. A comparison of Table 2 with a 
similar table appearing in the previous report! brings 
out the fact that relatively few basic changes have been 
made in the method of computing pensions and that 
most new plans have followed the same formulas used in 
the plans in force prior to the passage of the amended 
Act. The largest single group of the new plans provides 
for an annuity of 1% of the first $3,000 and 2% on the 
excess. However, nine of the eleven plans in this group 
are found in banks and in public utility companies. 

1THE- CONFERENCE Boarb, op. cit., p. 10. 
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All but one of these new definite-benefit plans are on a 
joint contributory basis. The one exception is the plan 
of a public utility company which converted its non- 
contributory self-administered plan to a group-annuity 
contract under which the company provided, without 
cost to the employee, an annuity equivalent to the dif- 
ference between the Social Security benefits and 114% 
of earnings per year of service. 


Money Purchase Plans 

Five of the thirty new group-annuity contracts are 
money purchase plans. The outstanding characteristic 
of this type is its fixed employer and employee contribu- 
tions. Variable units of annuity are purchased yearly 
with these joint contributions, their amounts depending 
upon the sex and age of the individual subscriber. The 
money-purchase plans recently adopted vary consider- 
ably from each other. The plan of a printing company 
provides for employee contributions of 3% of earnings, 
the employer to match these amounts. A large office 
appliance company confines participation to employees 
in the supervisory and executive groups who are to con- 
tribute 3% on the first $3,000 annual earnings and from 
5% to 7% on excess income, depending upon age, the 
company to contribute an equal amount. Another plan 
provides for a uniform employee contribution of 2% of 
earnings, with the company paying $1.50 for each dollar 
contributed by the employee. 


Past-Service Annuities 


The past-service annuities of the new group-annuity 
plans have been more drastically changed because of 
the Social Security Act amendments than any other 
feature of these contracts. Because of the larger federal 
pensions now payable to present older workers, partici- 
pation in the past-service annuities under the private 
plan may be restricted without inflicting hardship and 
at the same time reduce the cost to the employing com- 
pany which furnishes these benefits free to subscribers. 
Practically all group-annuity contracts still continue 
to provide past-service annuities, but the number o/ 
years of past service recognized is ordinarily curtailed 
by imposing age restrictions. This is done by not recog- 
nizing service rendered before age thirty, the most com- 
mon policy, or age thirty-five or forty. 

Although nearly half of the new plans continue to 
provide a past-service annuity equivalent to 1% of 
earnings multiplied by recognized years of service, as 
was the prevailing practice under plans adjusted to the 
original Act, there appears to be a decided tendency 
toward graduating the amount of the past-service pen- 
sion in some ratio to age or to earnings. For example, 
the plan of one company provides for a past service 
credit of 0.5% of earnings for each year of service since 
age twenty-one, to which is added another 0.25% of 
earnings for years of service from ages thirty-five to 


forty-nine, while employees fifty years of age and over 
receive a full 1% of earnings for each year of service 
since that birthday. In computing this past-service 
annuity, income under $600 and over $15,000 is 
omitted. Another plan provides for past-service credits 
equivalent to 0.75% of annual income for each year of 
service since age thirty-five plus an additional 0.25% 
for each year completed since age forty, omitting the 
first $600 earnings from the computation. Another 
company contributes a past-service annuity of 1% of the 
first $100 monthly earnings, 114% of the next $150 and 
2% of the excess. 

The insurance companies permit the employers wide 
latitude in creating their past-service annuity pro- 
grams, and the above discussion indicates the variety 
of methods employed by these concerns in taking advan- 
tage of the provisions of the federal Act to reduce the 
cost of this protection. These past-service provisions 
are so diverse that it is impossible to give them in tabu- 
lar form. The details of individual plans will, however, 
be given in,a forthcoming Management Research 
Memorandum. 


Dependents’ Benefits 


The principle of basing pension allowances on the 
size of the family unit, incorporated in the amended 
federal plan, has not been taken into account in adopt- 
ing or revising group-annuity contracts, because of the 
administrative difficulties involved. Only the primary 
benefits, that is to say the benefits payable to an indi- 
vidual without dependents, are considered in adjusting 
these plans to the Act. 

Eligibility 

A comparison of the eligibility requirements of the 
new plans with those definitely supplementing the 
original federal law brings out an apparent change in the 
requirements for participation. Although some plans 
ignore the first $600 in computing pensions, there are 
relatively fewer eligibility restrictions on the basis of 
employees’ earnings, as only five of the thirty new plans, 
or 16.7%, limit participation to employees earning over 
a specified income, contrasted to 32% of the plans con- 
tained in the previous report. On the other hand, there 
is greater emphasis upon restricting participation on the 
basis of age under the new plans, as twelve of the thirty 
plans, or 40%, will not permit the worker to join until 
he has attained a given age, most commonly fixed at 
thirty, while about 30% of the older contracts limit 
eligibility requirements on the basis of age. 

The probationary period required of employees before 
they may subscribe to the group-annuity plan is prac- 
tically the same for the new plans as for the old, the 
majority stipulating a waiting period of one year before 
the employee becomes eligible although the probation- 
ary period is extended to five years in one case,. 
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SELF-ADMINISTERED PLANS 


The amended Social Security Act has exerted a far 
greater influence upon the structure of the pension plans 
administered and funded by the employing company 
than upon the group-annuity plans underwritten by 
Insurance companies. It was pointed out in the previous 
study that nearly two-thirds, 65%, of the active self- 
administered plans included had been in force prior to 
the passage of the original Act and had not yet been 
revised. One reason for the delay in making the neces- 
sary adjustments to the law was the belief that changes 
in the Act were inevitable. When these revisions were 
enacted, and payment of old-age benefits was scheduled 
to begin in 1940 instead of 1942, employers reexamined 
their pension programs to determine in what manner 
the private pension plan should supplement the federal 
benefit. 


Information was received from practically all com- 
panies with self-administered plans included in the 
former study as well as from several whose plans were 
rceived too late for inclusion in that survey. Twenty- 
seven of these fifty-five self-administered plans are now 
adjusted for the amended Act; ten are in the process 
of revision; twelve have not as yet been changed; while 
five have been suspended or discontinued. In addition, 
information was secured from four companies which 
have recently adopted self-administered pension plans. 


Adjusting the Private Plan to the Act 


The most important revision made in the self-admin- 
istered plans which were in force prior to the passage 
of the 1939 law is the deduction of all or part of the 
federal benefits from the company pension. Some of the 
plans supplementing the original law contained a 
provision such as the following: 


In determining the pension payable in any month to a 
retired employee, there will be deducted an amount equal 
to the payment due him . . . under the Social Security 
Act . . . or any amendment effective prior to his 
retirement . . . A deduction may also be made 
equivalent to any benefit payable to him after retirement 
under the provisions of any other present or future 
pension or benefit law. 


Such provisions, however, did not anticipate the 
revisions in the law which based the size of the pension 
upon the number of dependents fulfilling specified re- 


quirements. It was, therefore, necessary to decide: 


whether these provisions should apply only to the pri- 
mary benefits, that is to an individual without depend- 
ents, or to the benefits received by dependents as well. 
All plans adjusted for the amended Act which were 
studied provide for the deduction of some portion of 
the federal benefits from the company pension. The 


policy adopted by the companies governing this point 


is as follows: 


Amount of Fedcral Benefit Deducted from Company Number 


Pension of Plans 
Prallaprimat ye behesitssiegiensisavnw.swesceroervreet cleo 19 
Plalfof primary benefits, wun clare aitsins in coum a 
Primary and dependents’ benefits........... 4 


Half of primary and dependents’ benefits..... 2 


oid 


These plans provide for a pension equivalent to 1%, 
144% and 2% of income averaged over the last five or 
ten years, multiplied by years of service. Table 3 classi- 
fies these plans both by the percentage of income given 
as a retirement benefit and the proportion of federal 
benefits deducted. According to this table, the large 
majority of plans included consider only the primary 
benefit in deducting the government pension from the 
company payments. The largest single group provides 
for a company pension equivalent to the difference 
between the primary benefit and 1% of average earn- 
ings, multiplied by years of service. 


TABLE 3: Metuops or ComputTinc RETIREMENT 
ALLOWANCE UNDER SELF-ADMINISTERED PLANS 
ADJUSTED FOR THE AMENDED SociIAL SecuRITY AcT 


Amount of Soctal 

Security Benefits 

Plans Deducted from 
Company Pension 


Per Cent of Base Pay for 


Each Year of Service Primary 


N Primaryland De- 
um- | Per Cent |Benefits} pend- 
Only ents’ 
Benefits 


RO pao sais ats array cas A 

Average pay last 10 years... 
Average pay last 5 years.... 
Average pay 5 highest in last 


Cutrentspayrn: sts te. 
Average pay last 2 years.... 
BLAU hee aan Ries Soe 
Average pay last 10 years... 
Average pay last 5 years.... 
Average pay 5 highest in last 


Dy Sasa canige eae wan ene 
Average pay last 10 years... 
Average pay last 5 years.... 
Average pay 5 highest in last 

{OVeatssiirin ire teeta 
Total compensation......... 


Flatisumizsseat.c fuse anaes 
Miscellaneous provisions...... 


4 14.8 
4 ae 
7. cA lee 
7 


6 MB Pe 6 


2 7.4 2 = 
3 sea 26 1 


Pal 100.0 21 6 


aln one company add $10 per month to pension. 

bIn-one company pension was halved. 

cIn one company only half of primary benefits deducted. ‘ 

din two companies higher percentage given if over 20 years’ service. 
eln one company add additional $6.00 per year times years of service. 
fShall not deduct company benefits below $10.00 per month. 


With one exception, all self-administered plans in- 
cluded in the previous study are supported entirely by 
the employer. These plans also extended eligibility to 
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all meeting the age and service requirements. With one 
or two exceptions, no differentiation was made between 
past and future service pensions or between executives 
and rank-and-file employees. 


Plans Adopted Since August, 1939 


An analysis of self-administered plans adopted since 
the Social Security Act was amended indicates an 
apparent change in trend. From the date of enactment 
of the original law to the time of revision, THE Con- 
FERENCE Boarp discovered only three self-administered 
plans which had been adopted during this four-year 
period, whereas during a six months’ interval since 
August, 1939, four new plans had been adopted. 

The plan of the General Mills Company is particu- 
larly interesting. It provides for an initial company 
contribution of $3.3 million which will be used to fund 
the pensions for years of service worked prior to the 
establishment of the plan, excluding the first five years. 
The past service credit represents approximately 144% 
of average income multiplied by years of recognized 
past service. Future service annuities are funded by 
joint contributions of employees and the employer. 
When the employee retires at age sixty-five, the com- 
bined retirement income from the federal old-age bene- 
fit plan, the pension purchased by his own contribution 
and that furnished by the company combined will be 
equivalent to approximately 114% of average income 
multiplied by years of participation. The amount of 
employee contributions varies with the age, sex and 
earnings of the individual, ranging from 2.24% to 
6.71% of income. Membership is:voluntary for present 
employees but will be a condition of employment for 
all new workers. 

The plan also provides for incapacity retirement bene- 
fits upon the completion of ten years’ service and a 
death benefit of approximately one year’s earnings. 

To safeguard the employees’ interest, the initial fund 
together with subsequent joint contributions is de- 
posited in a trust fund which will be held solely for the 
benefit of the employees.! 


Another trusteed fund plan was adopted on April 1, 
1940 by a large company. Participation, which is 
voluntary, is restricted to salaried employees earning 
$1,200 per year or more. The company has paid an 
initial sum of $2 million into the fund to provide past 
service annuities equivalent to 1% of the employee’s 
salary up to $4,000, plus 0.75% of earnings in excess of 
this amount, for each year of past service. Future-serv- 
ice annuities, which are supported by joint contribu- 
tions of employer and employees, are equivalent to 
0.5% of the member’s annual average earnings up to 
$3,000 and 114% of income in excess for each year of 
participation. The contributions required of employees 


See the forthcoming Management Research Memorandum No. 4 
for complete text of plan. 


equal 114% of salary up to $3,000 and 4% on earnings 
in excess, the company to match the employees’ con- 
tributions. Normal retirement date is fixed at sixty-five 
for men and sixty for women. The administration com- 
mittee may purchase either individual or group annul- 
ties if it sees fit. It is estimated that 5,125 employees 
are eligible to participate. 

The General Motors Corporation submitted to its 
stockholders on April 30 a proposal for the adoption of 
a retirement benefit plan for employees earning over 
$250 per month. Employee contributions are equivalent 
to 5% of earnings in excess of $3,000, the corporation to 
pay the balance of the cost. These joint contributions 
will provide a retirement benefit equal to 114% of the 
average salary in excess of $250 per month times years 
of participation. No past-service credits are given under 
the plan. Normal retirement date is set at sixty-five 
years of age. The funds may either be segregated in a 
trust fund or used to purchase annuities from the 
insurance companies. 

A comparison of these newly established self-admin- 
istered plans with those included in the previous report 
indicates a radical departure from former company 
policies governing pensions. They differentiate between 
past and future service. Wherever past service benefits 
are granted, they have been financed by the company 
with a large initial grant. In contrast, future service 
benefits are now being funded by joint contributions 
of employer and employees. Instead of paying pensions 
out of current receipts, the funds required to finance 
these plans are now being deposited in trusteed funds 
which are administered by independent trust com- 
panies. Thus the employees’ interests are safeguarded 
and also the company avoids having to pay income 
taxes on its contributions. These plans now base the 
pension on the average earnings over the entire period 
of participation, rather than following the former policy 
of computing pension payments on the average earnings 
over the final five or ten year period before retirement. 
The objective of these plans is to provide a retirement 
income of approximately 114% of income per year of 
participation from the private plan and the federal bene- 
fits combined. 


Discontinued Self-Administered Plans 


Three large corporations, employing in the aggregate 
about 284,000 workers have decided not to give pensions 
for service beyond a specified date. The United States 
Steel Corporation, for example, announced on Decem- 
ber 18 that its plan was to be discontinued for all serv- 
ice subsequent to January 1, 1940, with certain excep- 
tions. The pension plan was to be continued in effect 
for service prior to that date but with payments reduced 
by the amount of the primary federal benefits. In addi- 


_tion, the corporation expects shortly to adopt a new 


plan covering employees earning over $3,000 per year. 


ee 
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Another steel company, which has not as yet made a 
formal announcement, expects to follow the same pro- 
cedure in solving its pension problems. 

The Western Union Telegraph Company’s pension 
plan has for many years provided that the pension pay- 
ments may be reduced by the amount of any state or 
government pension. Accordingly in October, 1939 it 
was announced that beginning January 1, 1940, pensions 
payable by the company would be subject to deduction 
of any: pensions or death benefits payable under the Act. 
The plan was also amended to exclude all employees 
hired on or after January 1, 1937, except for certain 
disability benefits. 

An interesting adjustment of the company’s pension 
program to present conditions has been made by the 
International Harvester Company. On January 1, 1937, 
the pension plan was amended to preserve all service 
credits earned up to December 31, 1936 by employees 
with at least five years’ service, and to provide for pen- 
sions for employees who were sixty-one years of age or 
over on January 1, 1937. Inasmuch as the amended 
Act now qualifies an employee for old-age benefits, who 
was sixty-one years of age or over on January 1, 1937, 
the company plan was amended effective January 1, 


1940 so as not to give credit for any service after Decem- 
ber 31, 1939. However, on May 1, 1940 the company 
adopted a savings and profit-sharing plan! under which 
employees’ savings together with matched company 
contributions and part of the company’s profits are 
deposited in specified banks. The individual employee 
reserves are to be used to supplement his earnings dur- 
ing periods of curtailed operation, and upon retirement 
the balance to his account is turned over to him largely 
in the form of annuities. 


RECALLING PENSIONERS 

Of the fifty-five companies with self-administered 
plans which were included in the present survey, nine 
reported that they had recalled employees recently 
retired in order that they might qualify for federal pen- 
sions, especially if they lacked only one or two quarters 
to become eligible. The extent to which this policy 
could be applied depended of course upon the physical 
condition of the pensioner. 


F. Beatrice BRowER 
Management Research Division 


1For a more complete description of plan, see note below. 
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New International Harvester Company Plan 


The International Harvester Company has an- 
nounced a new combination employees’ savings and 
profit-sharing plan, effective May 1, which is to be 
utilized chiefly for the purpose of supplementing em- 
ployees’ earnings during periods of curtailed plant oper- 
tion and for providing annuities upon retirement. 


Any employee with one or more years’ service may 
save from 1% to 10% of his income under the plan, in 
a special fund which is invested in United States gov- 
ernment securities, annuities and in banks. The secur- 
ity fund bank accounts are vested jointly in the group 
of employees having an interest in them, while the 
custody of investments is vested in specified banks so 
that the company itself has no control over the deposits 
of its workers or its own contributions to the fund. A 
separate account is maintained for each saver. 


To encourage employees to save, the company de- 
posits in the fund an amount equivalent to half of all 
savings made by an employee up to 5% of his earnings 
after he has attained three years’ service, but additional 
deposits by an employee above 5% of wages will not be 
matched by the company. This savings bonus is credited 
contingently to each employee’s account, with the un- 
derstanding that it may not be withdrawn except during 


unemployment or upon retirement. If any of the work- 
ers’ savings which are matched by the company are 
withdrawn, except for authorized purposes, the em- 
ployees forfeit a proportional amount of the company’s 
savings bonus which is distributed among the other 
employees. 

The profit-sharing feature of the plan provides that 
a quarter of the company’s earnings in excess of $3.00 
per share of common stock issued will be deposited in 
the fund and distributed among employees with three 
or more years’ service, in proportion to their earnings. 
Each eligible employee is credited with his share of the 
profits, whether he is saving under the plan or not, but 
one half of these profits can be withdrawn only in case 
of unemployment, retirement or termination of service. 
The employee is given unrestricted use of the other half 
of this extra compensation. 

For every week an employee receives less than 60% 
of normal full-time earnings, including earnings from 
other employment and unemployment benefits, he may 
apply for contributions from his account sufficient to 
bring his income up to 60%. As far as possible, two- 
thirds of such payments are taken from employees’ 
savings and one-third from the company’s contribu- 
tions. After matching payments are exhausted, with- 

% (Continued on page 61) es 
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A Glance at Labor Statistics 


Average hourly earnings of all wage earners in 25 
manufacturing industries rose slightly from 72.8¢ in 
February to 73.1¢ in March. The corresponding figure 
for March, 1939 was 71.5. 


Average weekly earnings of all wage earners in 25 
manufacturing industries remained unchanged between 
February and March, 1940 at $27.61. In March, 1939 
the figure was $26.25. 


Employment fell off from an index number of 96.0 
in February to 94.5 in March. It was still substantially 
above the index of 85.1 in March, 1939. 


Average hours of work per week declined from 
38.0 hours in February to 37.7 hours in March. Average 
hours worked per week in March, 1939 were 36.9. 


The cost. of living index declined from 85.8 in Feb- 
ruary to 85.5 in March. The latter figure represents an 
increase of 0.7% over March, 1939. The purchasing 
value of the dollar on the basis of the cost of living 
advanced from $1.166 in February to $1.170 in March, 
as compared with $1.00 in 1923. 


Real weekly wages, or the purchasing power of 
money wages increased slightly from 121.0 in February 
to 121.4 in March as a result of the decline in the cost 
of living. Real wages, however, are still well above the 
116.1 level of March, 1939. 


Unemployment declined from February to March, 
according to estimates of THE CONFERENCE Boarp, by 
1.2%, resulting in an unemployment total of 9,304,000 
in March, compared with 9,417,000 in February. 


Lapor TRENps IN 25 ManuracturinG INDUSTRIES AND THE Cost oF Livinc, 1938-1940 
Source: THE Conrerence Boarp 
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drawals are made against the profit-sharing fund and 
then from any amounts left to the employee’s credit. 
Amounts standing to the credit of employees of forty- 
five years and over and with ten or more years’ service 
may be invested in a retirement annuity contract. Upon 
retirement, the employee will receive annuities pur- 


chased for his account and any other balance to his 


credit in the fund. 

If an employee resigns or is discharged for cause be- 
fore retirement, he receives all his own savings and 
profit-sharing credits, but forfeits the company’s sav- 
ings bonus which is distributed pro rata among the 


other participants. In case of termination of employ- 
ment because of lack of work or physical incapacity, a 
worker receives all credits to his account. In the event 
of death, the estate also receives the entire account. 

On the basis of the past twenty years’ experience, it 
is estimated that there should be some profit sharing 
available for employees in three out of every ten years. 


Colors Dipped to Honor Employee 
The American flag was flown at half mast over the 


office building of the Falk Corporation of Milwaukee 
early in February to honor a sweeper in Shop 2, who 


ne 
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had died. This sweeper was sixty years old and had 
been hired by the company at the age of 56. The custom 
of dropping the flag to half mast at the time of the 
funeral of an employee was prompted by the belief of 
the management that the humblest employee is as much 
entitled to this recognition as an executive. The prac- 
tice, begun a few months ago, has been greatly appre- 
ciated by shop employees. 


New Profit Sharing and Savings Plan 


An interesting profit sharing and savings plan has 
recently been adopted by Time, Incorporated, publish- 
ers of Fortune and other magazines. The extent to which 
employees share in the profits depends upon their sav- 
ings, rank and earnings. 

Employees earning less than $5200 per year partici- 
pate in Trust A, which consists of the employees’ savings 
and their pro-rata share of the company’s profits after 
deduction of all charges and income taxes on such 
profits. To be eligible, the employee is required to con- 
tribute 5% of his income, which is deposited in the fund. 
The company’s contribution is based upon the profits 
earned and is distributed in ratio to the employees’ 
savings in the following manner: 

Company Contribution 


for Each Dollar of 
Annual Profits Savings per Employee 


Over $500,000 and less than $1,000,000. .... $.50 


$1,000,000 to $1,500,000.................. m5 
pie O00rto= 2 000 000s ch ve nee ee ie 

F2OOOO00: toe 25500;0000 cakes te hae iS 
Over. $2, 500!000 sare soe ee ans hs eee 1.50 


The funds in Trust A are invested in securities legal 
for trust funds under state laws, but the company guar- 
antees participating employees that they will receive 
upon withdrawal at least their own savings plus 4% 
interest compounded annually. 

Employees earning over $5200 per year may partici- 
pate in Trust B, which is similar to Trust A, but the 
company contributions to this fund do not start until 
the profits exceed $1,000,000 per year. Such contribu- 
tions are pro-rated as follows: 


Company Contribution 
for Each Dollar of 


Annual Profits Savings per Employee 


$1,000,000 to $2,000,000.................. $.50 
2,000;000ito.+3;000, 000.4 Wt wastes las. 1.00 
3 OOO 00007. 3.500000) cms. ccuckarnecutesss 1.25 
35500,000.t0: 4,000,000) oo sia. sce, Aes at 1.50 
4,000,000 to 4,500,000.................. 1.75 
Over: $4,500,000: See Se es 2.00 


The chief purpose of Trusts A and B is to encourage 
employees to save. There is a third part of this plan cre- 
ated for the benefit of a picked group of executives, as a 
stimulus for greater effort. These executives share in the 
profits in direct ratio to their annual earnings, instead 


of their thrift. This Senior Group includes executives, 
editors and writers who are selected annually by the 
president, subject to the approval of the board of direc- 
tors. They do not begin to share in the profits until 
they reach $2,000,000, in which event, after deduction 
of all charges, including costs of all other plans and in- 
come taxes thereon, 20% of the profits are distributed 
among this group in proportion to the individuals’ earn- 
ings. The percentage of profits allotted to this purpose 
zradually increases to a maximum of 25% when the 
profits are over $4,500,000. 


An Annual Safety Inventory 


The Westinghouse Electric and Manufacturing Com- 
pany at its East Springfield, Massachusetts, plant has 
recently developed the idea of making an annual safety 
inventory. Since every well-conducted company inven- 
tories annually its raw materials, work in progress, and 
finished stock, Westinghouse reasoned that a periodic 
stock-taking of the efficacy of its accident prevention 
and health promotion programs should be equally logical 
as a means of finding what situation existed and what 
improvements could advantageously be introduced. 

Accordingly, on return to work after inventory time, 
every employee in factory and office, from sweeper to 
manager, receives a “Safety Inventory Card” with a 
request to answer the questions asked. A very large 
part of the employees cooperate. Such questions as the 
following are asked: 


Is your equipment properly guarded ? 

What kind of safety device is used ? 

What improvements do you recommend ? 

Where is the nearest fire alarm box? 

Where is the nearest stretcher ? 

What personal safety equipment do you use ? 

What additional personal equipment should be furnished 
to safeguard you on your job? 

Do you wear safety shoes? If not, why not? 

Do you wear low or cuban heels at work ? 

When working, do you wear finger rings, arm brace- 
lets, long sleeves ? 

Does your work make you nervous or overfatigued ? 

Are there any physical ill effects from your work ? 

Do you know the company safety rules ? 

Do you believe that the safety rules should be enforced ? 

Are the company safety rules for your benefit, the com- 

any’s, or both? 

What can be done to improve your working conditions 
with regard to your health and safety ? 

Have you ever completed a first-aid course ? 

Would you be interested in attending classes in first-aid ? 


The results of these inventories, as reported by T. O. 
Armstrong, Supervisor of Industrial Relations and 
H. B. Duffus, Supervisor of Health and Safety, have 
been very satisfactory. Answers to some of these ques- 
tions reveal the extent to which employees avail them- 
selves of safety facilities. Some bring to the attention 
of employees points about which they should secure 
more information. Some inform management about 
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conditions that should be investigated and perhaps need 
correction. Perhaps most important of all is the effect in 
showing employees that the safety and health promotion 
program is their program and needs their active partici- 
pation and cooperation if it is to attain its fullest success. 

A striking contrast was provided by securing data 
regarding absences due to causes other than industrial 
accidents. In 1938 there were five lost-time industrial 
accidents, causing a loss of 145 days of work. The state- 
ment showing loss of time for other reasons follows: 


No. of Cases Condition Days Lost 
152 Common Colds 372 
77 Severe Colds 776 


Including bronchitis, tonsillitis, grippe, 
intestinal grippe, pharyngitis and other 
irritations me the mucous membranes 
due to cold infection. 

16 Infections 152 
Including leg, ear, foot, jaw, sinus, eye, 
rectal abscess, boils, poison ivy, etc. 


Personal 
22 Miscellaneous personal conditions 55 
16 Operations 438 


Tonsillectomies, appendectomies, sinus, 
goiter, eye, fistula, etc. 

21 Serious Illnesses 934 
Diseases of the pulmonary tract, cardio- 
vascular system, nervous system, and 
renal organs. 


304 Totals As The Result of Sickness 2,727 


19 Home Accidents B29: 
9 Automobile Accidents 71 
3 Recreational Accidents 35 


(Softball and skiing) 


American Standards Association 


The 400 standards that bear the trademark ASA 
testify to the effectiveness of industrial cooperation in 
bringing about standardization where possible. 

The American Standards Association, from its head- 
quarters in New York City, directs an activity of far- 
reaching significance. It brings together manufacturers, 
distributors, consumers, technical specialists, and others 
directly concerned with a particular job; finds out where 
there is wide enough interest in the work to make 
standardization on a national scale practical; provides 
for official representation of all branches of industry or 
important governmental or consumer groups directly 
interested, to work up the standard; and when a sub- 
stantial agreement has been reached by these groups, 
so that the Association is definitely assured that the 
proposed standard represents a truly national consensus, 
the document is approved as an American Standard 
and bears the ASA trademark. 

American Standards in the mechanical field approved 
during the past year covered Pressure and Vacuum 
Gauges, Terminology and Definitions for Single Point 
Cutting Tools and several pipe standards. 


On July 13, a new committee of the American Stand- 
ards Association started work on the Coordination of 
Dimensions of Building Materials and Equipment. This 
is the first time that such an industry-wide approach 
has been made in this field. 

Other new projects on which standardization has been 
requested are: 

Standards of Voltages below 100 Volts 
Standardization of Identification Markings for Com- 
pressed Gas Cylinders 


Safety Code for Household Ladders and Sphere Gap 
Standards 


Stimulating Pride in Workmanship 

Each year, for the past ten years, more than 10,000 
persons have visited the Worcester Pressed Steel Com- 
pany’s museum, which was set up at its office in 
Worcester, Massachusetts, primarily to inspire steel 
workers by showing them the value of their labor in 
finished steel products and to enable them to realize 
their relationship to the onward march of industry. 
It is also the intention of Mr. John Woodman Higgins, 
President of the Company and founder of the museum, 
that it shall aid in attracting superior employees to the 
company, stimulate art in industry, promote steel 
craftsmanship and inform the public regarding the his- 
tory of pressed steel products and preserve the best 
examples of steel craftsmanship for future generations. 

In addition to the products of the modern steel age, 
there are included in the display some utensils of the 
Stone Age and Bronze Age and implements of war used 
during the Crusades and during the early Iron Age. 


A Bonus Plan for Transcribing and Typing 


Widely known for its efficient operation, the tran- 
scribing and typing department of the Keystone Steel 
and Wire Company, Peoria, Illinois, is operated on a 
bonus system of salary payment, as follows: 

Each operator is paid a guaranteed salary for which 
she must produce an average of 600 six-inch lines of 
typing daily. In units of 25 lines above this average, 
her salary is supplemented by a bonus which is based 
on the following schedule: 
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The operators are equipped with the latest machines, 
posture chairs and modern, vibration-proof transcriber 
desks, and work in an acoustically treated room. They 
handle all report and statistical typing, telegrams, 
branch office communication and correspondence. 


THE CONFERENCE BOARD May, 1940 


Chronology of Events Affecting Labor Relations 
April 11 to May 10, 1940 


64 

April 

11 Independent Union Fights Ban—Association of Western 
Union Employees asks United States Circuit Court of 
Appeals to set aside N.L.R.B. order requiring disestab- 
lishment of the organization, which has been in existence 
21 years. It claims majority of the 40,000 or more 
employees are members. 

17 May Continue Work While Receiving Social Security 


18 


19 


22 


Pensions—New York Regional Social Security Director 
states that employees of transit lines coming under 
operation of New York City about July 1, who are 
over 65 years of age, may continue working and also be 
eligible for full Social Security monthly retirement bene- 
fits and survivors’ payments. Reason is said to be that 
status of insured workers will be changed from work 
covered by the Social Security Act to “non-covered” 
employment. 


General Motors Election Results—In a N.L.R.B.-conducted 
election covering 59 plants of the General Motors Cor- 
poration, the U.A.W.-C.I.O. forces polled 84,024 to 
25,911 for the A.F.L. automobile union, while 13,919 
voted for no union. The better than three-to-one vic- 
tory of the C.I.O. group gave it exclusive bargaining 
rights in 48 of the 59 plants, the A.F.L. affiliate carried 
5 plants, the Mechanics Educational Society carried one, 
and in the remainder run-off elections will be necessary. 


Retail Status Under F.L.S.A. Clarified—Wage-Hour ad- 
ministration announces that it will not seek to apply 
wage-hour law to any retail establishment in which 50% 
or more of the dollar value of total sales are retail sales. 


Smith Bill Reaches Floor—House Rules Committee, by 
vote of nine-to-one, sends Smith Bill for amending 
N.L.R.A. to floor of House for debate, thus defeating 
Labor Committee attempt to confine debate to its own 
set of amendments. 


Independent Union Wins Big Election—Election to decide 
collective bargaining agency of employees of New York 
City Consolidated Edison Company results in victory 
for independent union formed after withdrawal from 
A.F.L. Among production workers the independent 
union defeated the C.1.0. 9,813 to 6,188, with 961 
employees for neither union. In the white collar section 
the independent union polled 6,311 votes to 3,541 for 
the C.I.O., and 1,969 for neither. 


Anti-Picketing Laws Invalidated—United States Supreme 
Court declares unconstitutional an Alabama law and a 
California county ordinance prohibiting picketing on 
ground that they curtail freedom of speech. In Justice 
Murphy’s decision is a sentence with significant bearing 
on Wagner Act: “Free discussion concerning the con- 
ditions in industry and the causes of labor disputes 
appear to us indispensable to the effective and intelli- 


gent use of the process of popular government to shape 
the destiny of modern industrial society.” 


Orders Back Pay for Men Not Hired—N.L.R.B. orders 
company to give jobs and back pay to 42 persons that 
it refused to hire in May, 1938, allegedly because they 
were members of the Amalgamated Clothing Workers 
of America. 


25 Reo Accepts Closed Shop—Reo Motors becomes first com- 
pany in automobile industry to adopt closed shop. Its 
contract with U.A.W.-C.LO. includes provision that: 
“All factory employees except confidential employees, 
office workers, and foremen, must become and remain 
members of the union in good standing.” 


29 Walsh-Healey Act Administration Upheld—United States 
Supreme Court upholds discretionary power of Secre- 
tary of Labor to determine limits of “locality” for which 
minimum wages under Walsh-Healey Act may be estab- 
lished. In case involving seven steel companies even the 
inclusion of 13 states as one locality was held to be 
proper. 


30 Wage-Hour Act Amendment Beaten—Barden Bill to 
amend Fair Labor Standards Act, after being loaded 
down with additional amendments, is defeated in the 
House 156 to 66, the vote not following party lines. 


May 

3 Possibility of Wage-Hour Act Change Killed—After 
changing almost beyond recognition the amendments 
to the Wage-Hour Act proposed by the House Labor 
Committee, the House ends by voting 211 to 171 to 
recommit the Bill. 


6 Court Exonerates Union—United States District Court 
judge directs a verdict of not guilty in a case brought 
by the government against the teamsters’ union. The 
judge held that prosecution had failed to establish 
criminal intent on the part of the union and its officers 
to violate the anti-trust laws which prohibit unlawful 
combinations and conspiracies in restraint of trade. 


7 Court Hits N.L.R.B. for “Over Reaching’”—United States 
Circuit Court of Appeals if San Francisco denies Labor 
Board petition to force disestablishment of Sterling 
Electric Motors Employees’ Association, holding that 
no opportunity had been given the union to defend 
itself and consequently it had been denied its civil 
liberties. Decision strikes at the “grasping for power” 
of the N.L.R.B., which was to be expected in a philos- 
ophy of “administrative absolutism.” The Court 
decided it was its duty to curtail this inevitable “over- 
reaching”’ as “‘one of the first necessities of a democratic 
government.” 


